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Abstract 
The purpose of this study is to analyze the short term effect of non-
Turkey by using Vector Autoregression (VAR) methods. The analyses were performed with data consisting of 361 observations 
weekly, covering between 14.01.2005 and 30.12.2011. Two variables are used in the scope of the analyses. The first variable is 
the non-
analysis, it is seen that non- f nominal exchange rate. Secondly, impulse-response 
analysis was performed and seen that nominal exchange rate initial reaction to shock in the non-
negative and significant statistically. Finally, variance decomposition analysis was performed. Consequently, at the end of 
econometric analyses, it is seen that non-
Turkey. 
Keywords: Exchange rate, VAR method, non-  
1. Introduction 
Markowitz (1952), the founder of modern portfolio theory, says to be invested the instruments which have 
negative correlation among each other for getting decrease risk. International portfolio diversification is evaluated in 
this context Markowitz (1952), (Moreno, 2000). To invest in the instruments of different countries in order to reduce 
risk or in other words to obtain a higher return on the same level of risk is considered in the context of international 
portfolio diversification. Although international portfolio investment is an action to reduce risks for investors, it is 
known that this investment affects some economic aggregates of country in which invested in securities. Exchange 
rate is one of the economic aggregates that influenced by international portfolio investment. 
There are lots of studies examining relationship between international investment and exchange rate in the 
literature. Edwards (1988) has found that the increase in the international capital flows cause a real appreciation of 
national currency. Morande (1988) has studied on Chile and founded that short term international capital flows are 
causality of real exchange rate. Morissey et.al. (2004) expressed that capital inflows is the only factor which cause 
real appreciation of national currency. Kaya (1998) found that capital inflow is the Granger causality of real 
exchange rate in Turkey. Inandim (2005) has investigated the relationship between short term capital movements 
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and real exchange rate in the period of 1995-2005. At the end of the study, it was not proved exactly that 
international capital flows cause an appreciation of national currency. Keskin (2008) has found that international 
portfolio investment cause an appreciation of national currency in Turkey. Ucan and Ozturk(2010) has investigate 
the relationship between short term capital inflows and real exchange rate using by VAR method in the period of 
1991-2007 and found that short term capital movements are the a week determinant of real exchange rate in Turkey. 
Meanwhile, it is useful to explain concept of non-resident. In terms of balance of payment methodology, 
 refers to an institutional unit or an individual who regularly resides and engages in economic activities 
in an economic territory for more than one year. Others not covered by this definition refers to non-residents 
(http://www.tcmb.gov.tr/yeni/eng/). 
The aim of this study is to analyze the short term effect of non- ng of non-
methods in used differentiate this study from the similar one. 
2. Data Set 
Two variables are used in the scope of the analysis. The first variable is the non-
consisting of stock and government domestic debt securities (GDDS), issued by Undersecretariat of Treasury of 
Turkey, which are net flows calculated by adjusting the foreign exchange rate effect and price changes in weekly 
frequency. The second variable is exchange rate (USD/TL (sale price)) in Turkey as of average weekly. Because of 
the variable of non- first 
difference. In the study, analyses were realized on the totally 361 data set concerning both of the variables in the 
scope of the period between. 14.01.2005-30.12.2011. All data have been obtained from the Central Bank of The 
Republic of Turkey (CBRT) Electronic Data Distribution System (http://evds.tcmb.gov.tr). The econometric 
analyses have been realized by the Eviews 6 program. 
3. Methodology 
3.1.Stationary 
Before analyzing with time series, it should be tested whether the series of the variables are stationary or not. 
Stationary testing is also known unit root test. In case of studying with non-stationary time series, there is 
probability of encounter spurious regression problem. In this case, the results of the regression analysis do not 
reflect the real relationship between examined variables (Gujarati 1999). There are some methods to search whether 
a series is stationary or not. The most widely used tests are Augmented Dickey-Fuller (ADF) and Phillips-Perron 
(PP) test which takes into account structural break and trend to be likely in time series. In this study, these two 
methods are used to investigate whether series are stationary or not. The accounted t statistic are encountered with 
critical value and decided to rejection or acceptation of H0 hypothesis (Enders 1995). If the accounted value in 
absolute is bigger than critical value, H0 hypothesis is rejected and decided that the time series is stationary. 
The equations used in ADF (1) and PP (2) tests are given below; 
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In these equations, Y =Y-Y(t-1); t, trend variable, t stochastic error terms and T indicates total observation 
number. 
3.2.Granger Causality 
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Granger causality test is used to specify direction of the relationship of variables (Granger, 1969). The model given 
below is estimated to determine the direction of causality. 
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In these equations, k is the length of lag; t  and t  white noise error term (Granger 1969). If all of the 
coefficients of  in the equation (5) are meaningless as a whole, whereas all of the coefficients of  in equation 
(6) are significant as a whole, there is one way causality from Y to X. In other words, Y is Granger causality of Y 
(Grene 2008).  
3.3. Impulse-Response and Variance Decomposition 
Impulse-response is a method which is used 
shock of error terms of variables in the model (Alper, 2005:69). 
Variance decomposition analysis tells how much of a change in a variable is due to its own and how much due to 
other variables. If the major part of the change in a variable is due to its own shock, this situation indicates that this 
variable is acting as external (Enders, 1995:311).  
4. Empirical Results 
First of all, that whether the series of the variables are stationary or not is tested. Therefore, both of the ADF and 
PP tests have been realized as of the models which are with constants and constant trend. PP test is a test having an 
attribute to support the ADF. The lag numbers are the values that are determined according to the Hannan-Quinn 
Information Criteria (HQ) which are applied for the realization of ADF unit root test. In the PP test not enough lag 
dependent variables are included in the model in order to eliminate autocorrelation; the Newey-West method is used 
instead.  
Results of stationary test applied to the variables are presented in Table 1. When the Table 1 is examined it is seen 
that all of the variables are non-stationary in the two separate models in ADF. The findings obtained as a result of 
the ADF unit root test are also supported by test PP results. 
 
Table 1. Unit Root test results 
 
  
ADF PP 
Constant Constant and Trend  Constant Constant and Trend 
Non-residents' 
portfolio 
investment 
-16,129* -16,118* -16,322* -16,307* 
(0.000) [0] (0.000) [0]  (0.000) [6] (0.000) [6] 
Exchange rate -15,497* -15,540* -15,531* -15,543* 
(0.000) [0] (0.000) [0] (0.000) [4] (0.000) [3] 
Cv 1% -3,448 -3,983 -3,448 -3,983 
Cv 5% -2,869 -3,422 -2,869 -3,422 
  Cv 10% -2,570 -3,133 -2,570 -3,133 
MacKinnon (1996) one-sided p-values.  [  ] lag lengths for models.  H0: Series is not stationary.  (ADF-PP) 
*, represent the statistical significance level of %1. Cv: Critical value. 
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In order to demonstrate whether there is a causality relationship between variables, testing of VAR Granger 
Causality-Block Exogeneity Wald was performed and the results are presented in Table 2. As seen in Table 2, the 
non- . 
 
Tablo 2: Granger causality test results 
 
Dependent variable: Exchange rate     
  Chi-sq. df Prob 
Non-residents' portfolio investment 4,1787 1 0,0409** 
Dependent variable: Non-residents' portfolio investment   
  Chi-sq. df Prob 
Exchange rate 2,7297 1 0,0985 
             **, represent the statistical significance level of %5. 
 
Impulse-response analysis was applied to see the reaction of nominal exchange rate to shock occurred in the non-
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Figure 1: Response of exchange rate to non-  
 
As seen in Figure 1, the reaction of exchange rate to shock occurred in the non-
negative as expected. The effect of reaction to shock is decreasing gradually and nominal exchange rate is 
converging towards balance. 
Finally, variance decomposition analysis was applied and the results of the test is presented Table 3. As seen in 
Table 3, 14.21% of the change in nominal exchange rate is explained by changed of non-re
investment with 1 period lag in the model. 
Tablo 3: Variance decomposition of exchange rate 
Period S.E. 
Non-
resident 
Portfolio 
Exchange 
rate 
1 2549,51 14,21 85,79 
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2 2612,93 16,39 83,61 
3 2616,71 16,54 83,46 
4 2616,94 16,55 83,45 
5 2616,95 16,55 83,45 
6 2616,95 16,55 83,45 
7 2616,95 16,55 83,45 
8 2616,95 16,55 83,45 
9 2616,95 16,55 83,45 
10 2616,95 16,55 83,45 
11 2616,95 16,55 83,45 
12 2616,95 16,55 83,45 
5. Conclusions 
In this study, the short term relationship between non-resid
issued by Undersecretariat of Treasury of Turkey and stock which are net flows calculated by adjusting the foreign 
exchange rate effect and price changes and nominal exchange rate in weekly frequency for the period of 14.01.2005-
30.12.2011 is examined by using various econometric methods. At the end of analyses, it is found that non-
non-resident -response and variance 
decomposition analyses. The results reached at the end of analyses are consisted with literature such as Edwards 
(1988), Morande (1988), Morissey vd. (2004), Keskin (2008) and Kaya (1998). 
It is thought that these results are particularly important for policy makers. Policy makers should be very cautious 
about international portfolio investments. International capital inflows such as non- stment 
make downward pressure on the nominal exchange rate on the coming periods to country. On the other hand, the 
pressure of international portfolio investment on nominal exchange rate is upward during the period of existing from 
country. Although this situation does not look like much trouble in the normal times, it should not be overlooked 
that it can lead serious problems in times of crisis especially in small economies.  
References 
Edwards, S.,1988, The Determination of Equilibrium Real Exchange Rate, Ucla Working Paper No:508 
Enders, W. (1995). Applied econometric time series. John Wiley & Sons, Inc., New York. 
Granger, C. W. J. (1969). Investigating causal relations by econometric models and cross-spectral methods. Econometrica, 37, 424-438. 
Grene, W. H. (2008). Econometric analysis. 6th Edition. Prentice Hall, Inc., New Jersey. 
 
http://www.tcmb.gov.tr/yeni/eng/, Central bank of Turkey web page. 
eterlilik 
Tezi. 
 
& Ekonomik 
Yorumlar Dergisi, 45, (526: 17-38). 
Markowitz, H., (1952). Portfolio Selection. The Journal of Finance, Vol. 7, No. 1. (Mar., 1952), pp. 77-91 
Morande, F. G. (1988). Domestic Currency Appreciation and Foreign Capital Inflows: What comes First? (Chile, 1977 - 82). Journal of 
International Money and Finance, 7, 447 - 466. 
Moreno, R. (2000). What Explains Capital Flows? Federal Reserve Bank of San Francisco Economic Letter 2000 - 
http://www.frbsf.org/econrsrch/wklyltr/2000/el2000-22.html 
Morissey, O., Lloyd, T. ve Opoku-
08.03.2005, School of Economics, University of Nottingham, http://www.isser.org/Real%20Exchange%20Rate.pdf. 
 Journal of Social 
Secience,volume. 19, number. 3, 2010, page. 309-318  
  
